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Question 1 


Gerome is employed by Herbal Easy Ltd, a company that sells various herbal medicinal products. He 
lives in Armidale and is the regional sales representative. He visits doctors and herbalists throughout 
New South Wales to discuss the benefits of the products. Under his employment contract Gerome 
receives an allowance of $700 per month for travel expenses and $400 for entertainment expenses. 
The company provides Gerome with a car which is parked at his home and is always available for 
private use. The company bought the car new on | April 2013 for $39,900 (including goods and 
services taxation (GST)). On average, Gerome travels approximately 1,800 kilometers per month for 
business and 900 kilometers per month for private purposes. 


From 1 July 2013 to 30 June 2014 Gerome incurred the following expenses (where relevant the 
amounts include GST): 

Accommodation when away from home: $2,000; 

Meals when travelling: $1,500; 

Meals in entertaining clients: $1,800; 

Running expenses for the car provided by the company: $2,900; 

Telephone calls to the company and clients: $800; and 

Personal telephone calls: $300. 


Gerome did not receive any reimbursement from the company for this expenditure. 


With reference to legal authority, advise Gerome on the taxation issues. 


Question 2 


With reference to legal authority, provide advice on the Goods and Services Taxation (GST) 
implications of the issues outlined below for the financial year ended 30 June 2014. Where 
applicable, provide calculations. 


A. A mortgagee in possession (a creditor) wishes to exercises a power of sale over real property 
and is considering whether or not they can utilise the margin scheme in relation to the sale. 


B. A business, which is registered for GST purposes, sells red widgets. The purchase price of 
each red widget is $3,800(GST inclusive) and the sales price of each red widget is $5,400 
(GST inclusive). Calculate the GST implications of selling a red widget to an Australian 
resident, selling to an overseas resident, and selling to a GST exempt organisation. 


C. A business, which is registered for GST purposes, runs a wholesale nursery outlet and a retail 
nursery outlet. Comment on the GST implications of selling punnets of lettuce seedlings to a 
market gardener for the purposes of further cultivation, selling harvested whole lettuce to a 
restaurant, and selling shredded lettuce with salad dressing in plastic containers to the public at 
large. 


D. An optometrist, who is registered for GST purposes, purchased a piece of antique diagnostic 
equipment to use in a window display. The equipment is not in workable order and will never 
be used in the business other than as a decorative item. The antique supplier, which is NOT 
registered for GST purposes, sold the equipment to the optometrist for $2,000. 
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Question 3 


Patrick seeks your advice on the Capital Gains Taxation (CGT) implications of the issues 
outlined below for the financial year ended 30 June 2014. Reference should be made to legal 
authority and where applicable, provide calculations. 


a. Patrick’s sister, Sally, died on 13 December 2011 leaving a vacant block of land to Patrick. 
The vacant block of land was purchased by Sally on 20 June 2001 for $42,000. The market 
value at the date of her death was $270,000. Patrick sells the block of land on 21 June 2014 for 
$355,000. Marketing fees and legal fees upon the sale amount to $5,000. 


b. Patrick lives in a renovated four bedroom house located on a two hectare suburban block close 
to the centre of Badgerys Creek. In July 2013 the Federal Government commenced 
negotiations with Patrick and several other residents to obtain a strip of their land for the 
purposes of widening a public road. The Federal Government negotiates with Patrick to obtain 
60 square metres (10 metres wide by six metres long) of land. Patrick enters into a formal 
written agreement on 7 February 2014 and receives an amount of $1,000 per square metre. 


c. Patrick held 1,000 class A class shares in Nigel Ltd. The shares were acquired in September 
1995 for $1 per share. On 12 March 2014 Nigel Ltd cancelled all A class shares and issued 
1,000 B class shares to Patrick in substitution for the cancelled shares. The market value of the 
B class shares at that time was $12 per shares. 


Question 4 


Cameron and Alison carry on a mobile coffee business in partnership. The financial statements of the 
partnership for the year ended 30 June 2014 indicate an operating profit of $32,500. Cameron and 
Alison have an equal entitlement to the income of the partnership after the payment of salaries. A 
review of partnership’s books reveals the following: 


e The partnership paid a superannuation contribution of $5,087.50 on behalf of Cameron; 
e The partnership paid a superannuation contribution of $5,087.50 on behalf of Alison; 
e The partnership paid a salary of $55,000 to Cameron; 


e The partnership paid $2,750 in parking fines incurred by Cameron in parking the coffee van 
illegally. Parking the van in the city in order to sell coffee is a challenge and both Cameron 
and Alison deem the payment of parking fines to be part of their business operation; 


e The partnership paid $1,800 for a barista course undertaken by Alison; 


e No depreciation has been deducted from the partnership’s profits. A friend, after reviewing 
division 40 of the Income Tax Assessment Act 1997 (Cth), calculates the depreciation to be 
$4,800; and 


e On 16" February 2014 the coffee van was involved in an accident whereby all the paint on the 
left side of the van was scraped off. The cost of repainting the van with a brand new logo on 
both sides cost $8,000. The left sliding door was replaced with a similar door for $2,000. 


With reference to legal authority, calculate the net income of the partnership and the 
distribution to the partners for the financial year ended 30 June 2014. 
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Question 5 


On 15 February 2014 Maria purchased two commercial buildings as going concerns. She rented out 
each of the commercial buildings for $2,800 per month payable in advance by her tenants. The rental 
agreement on commercial building ‘A’ provides that the tenant can cancel the agreement at any time 
but any rent paid in advance is non-refundable. The rental agreement on commercial building ‘B’ 
provides that the tenant can cancel the agreement at any time but that rent paid in advance must be 
refunded in the event of the cancellation. Rent is payable on each agreement on the 15" of each 
month. Maria paid her solicitor $2,550 to prepare the lease agreements for her two commercial 
buildings. Maria also carried out initial repairs on commercial building A for a total cost of $10,000 
and initial repairs on commercial building B for a total cost of $12,000. 


Maria is unclear about the goods and services taxation (GST) implications of renting the commercial 
buildings. She is also unclear how she should account for the rental income for commercial property 
A and for commercial property B. 


With reference to legal authority, advise Maria on the taxation issues for the financial year 
ended 30 June 2014. 
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